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    ABSTRACT 
It has been generally accepted within the developed and developing countries of the world that 
SMES contributes significantly to employment creation as the world population increases and 
that it also contributes to the economic growth of the areas they are situated in. 
Finance is the blood (life) of any business, for a business to be successful it needs steady 
successful access to funds and post financial support which leads to actualization of ideas, leads 
to investment and expansion, improves access to market amongst others. This is why the impact 
of development finance can never be over emphasized. 
The aims of the study are: 
 To understand the extent to which small and medium businesses are supported through 
the availability of financial assistance in Matjabeng Municipality. 
 To establish the survival rates of businesses that has been funded and or supported and 
whether they are or not sustainable. 
In achieving the aims and objectives of the research, the researcher looked at development funds 
both from the supply side and the demand side. The supply side which involved semi structured 
interviews with consultants of government parastatals (the FDC and DETEA) who are involved 
in financing Small Medium Enterprises in Matjhabeng municipality. The demand side involved 
administering of questionnaires to Entrepreneurs in the municipality who are registered with the 
Local Economic Department (LED), which led to the acceptance of the hypothesis of the 
research that development finance actually helps in the growth of small medium enterprises but 
in conjunction with post financial support such as bookkeeping, accounting, monitoring and 
evaluation. 
The researcher also discovered some findings amongst others which includes: 
 The most effective ways entrepreneurs heard about funding in the municipality are 
through the media and word of mouth. 
 Most of the entrepreneurs that received some type of funding are startups. 
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 More entrepreneurs that had access to funds also got some post financial business 
support. 
 Financial assistance to entrepreneurs yielded improvements after respondents received 
financial assistance, the range of goods offered was improved and more jobs were 
created, entrepreneurs were able to obtain better business premises either by renting or 
buying and entrepreneurs had access to better equipment. 
Some of the recommendations of this study includes; 
 The municipal government should help small and medium enterprises in the municipality 
by linking them to new markets. 
 Effective monitoring and evaluation systems should be put in place by development 
funders and non-financial support services. 
 Entrepreneurial skills development should be provided by the public and private agencies 
by organizing workshops for aspiring entrepreneurs in order to expose them to business 
opportunities that are sustainable and viable.  
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CHAPTER ONE 
1.0. Introduction and Context 
1.0.1 Small and Medium Enterprise as engines of growth, employment and innovation 
Within the developed and developing countries of the world, it is now generally accepted by 
policy-makers at local, regional and national level, that small to medium sized enterprises 
(SMEs) are becoming increasingly important in terms of employment, wealth creation and the 
development of innovation (Nieman, Hough and Nieuwenhuizen, 2003; Carland, Carland and 
Ciptono, 1999). A healthy SME sector contributes prominently to the economy through creating 
more employment opportunities, generating higher production volumes, increasing exports and 
introducing innovation and entrepreneurship skills (NCR 2011). The dynamic role of SMEs in 
developing countries means that they become engines through which the growth objectives of 
developing countries can be achieved. An example of this is demonstrated in a study conducted 
by the Small Enterprise Assistance Fund (SEAF) in 2007. The study, which highlights the 
economic impact of investment in Small and Medium Enterprises, found that:  
 Every dollar invested by the SEAF in a small business enterprise yields an 
additional twelve dollars in the local economy. 
 72% of new jobs for unskilled or semi-skilled employees were generated in the 
SME sector. 
 The SEAF companies sustained an average annual employment growth rate of 
26% and a wage growth rate of 25% in US dollar terms surpassing national 
growth rates for each applicable country. 
Five of the firms studied were located in Central and Eastern Europe and five in Latin America. 
Their annual sales ranged from US$ 0.3 million to US$ 17 million. Their businesses ranged from 
hand-embroidered children’s clothes to electronic components and media products, though many 
were in food production and processing. Their numbers of employees ranged from 4 to 308.  
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1.0.2 Definitions 
The definition of SMEs has been the subject of considerable debate. This varies from country to 
country, depending on the purpose for which the definition is used; and the overall level of 
economic development thereof. For example; a large enterprise in Kenya may be considered a 
small enterprise in China and there may be different criteria such as employment or capital 
invested. However, in most developing economies the following broad categories would appear 
to apply, according to Ayagari et al 2011:  
 Small enterprises: employment level from 1- 19;  
 Medium enterprises: employment level from 20 to 99 
 Large enterprises: employment level from 100 and above 
 
 South Africa’s Small Enterprise Development Agency (SEDA) (2013) defined small enterprises 
according to the number of employees: 
 Medium 51- 200 
 Small 21 – 50 
 Very small 6 – 20 
 Micro 0 – 5 
1.0.3 SMEs in South Africa 
Post-apartheid, in South Africa, the White Paper on Small Business (1995), revealed that, of the 
800,000 formally registered business entities in South Africa, some 720,000 (91%) were SMEs. 
Furthermore, of the 14.3 million economically active people, 2.4 million are formally employed 
by SMEs while a further 4.4 million people are self-employed in the informal sector, including 
in the subsistence farming sector. If one regards subsistence farming as entrepreneurial, then the 
total contribution of SME activity to South Africa’s GDP was 45% (Courier, 1994: 11-12, in 
O’Neill and Struwig, 1999). According to Business Day, the Government of South Africa is 
planning to increase financial support to SMEs in the country by R6.5bn over the next three 
years, in recognition of the challenges they face and the role they play in job creation (Business 
Day Feb 26,2014). 
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1.1. South Africa Small and Medium Enterprises Frameworks and Policies. 
South Africa has focused its attention on the promotion of the SME economy in order to attain 
the objectives of economic growth through competitiveness, employment generation, and 
income redistribution (DTI, 2005).SMEs have received significant attention and investment over 
the years, ranging from the establishment of state-initiated projects, to supportive legislation, a 
variety of funding institutions and government incentives - such as grants through the DTI.  The 
National Small Business Act, passed in 1996, helped to establish many of the supportive 
structures now in place. Data on small and medium enterprises suggests that these enterprises 
contribute about half of total employment and more than 30% of the total Gross Domestic 
Product (DTI, 2008). The South Africa frameworks and policies geared to support the 
development of small, medium and micro enterprises are implemented by Government, the 
private sector, NGOs, commercial banks, and business incubators. 
1.1.1. The Government Policies: 
The South African Government initiatives to support SME initiatives are facilitated by five 
departments: 
 The Department of Trade and Industry (DTI).   
 The Department of Economic Development (DED),  
 The Department of Science and Technology,  
 The Department of Agriculture and 
 The Presidency. 
 
I. The Department Of Trade And Industry:  
The DTI organises enterprises under different bodies, namely:  
i) The Small Enterprise Development Agency (SEDA) www.seda.org.za: SEDA is an agency of 
the Department of Trade and Industry, mandated to support small enterprises. It was formed out 
of a merger of the Ntsika Enterprise Promotion Agency, the National Manufacturing Advisory 
Centre (NAMAC) and the Community Public Private Partnership Programme (CPPP). 
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ii) National Empowerment Fund (NEF) www.nefcorp.co.za : Established in 1998 and 
operational in 2004, the NEF aims to fund and empower both big and small black-owned 
businesses. Between 2003 and March 31 2010, the fund made 208 disbursements, representing a 
total investment of R1.5 billion, R457 million of which went to small black-owned businesses or 
franchisees through the Imbewu Fund. (National Credit Regulator 2011). 
iii) The National Small Business Advisory Council (NSBAC):The NSBAC, launched in 2006, 
falls under the DTI and reports to the Minister of Trade and Industry. The council members 
serve to advise the Minister on intervention to boost support for small businesses. 
II. The Department Of Economic Development:  
The Department of Economic Development was established in 2006 to control South African 
Economic Policies. It included entities such as the Khula Finance Limited, the Industrial 
Development Corporation (IDC) and the South Africa Micro-finance Apex Fund (Samaf).  
The Khula Finance Limited was set up in 1996 to fund small businesses channeling through 
South Africa leading National Banks, and the IDC. Their action plan aims to promote long-term 
industrialisation and diversification beyond traditional commodities and non-tradable services - 
expanding production in value-added sectors with high employment and growth opportunities. 
South Africa Micro- Finance Apex Fund (Samaf); was established to provide access to small 
loans for entrepreneurs and to facilitate the provision of affordable finance access to micro, 
small and survivalist businesses in order to reduce poverty and unemployment and extend 
financial services, mostly to the commonly excluded rural areas. 
Recently, all agencies under the Ministry of Economic development have been merged to form 
one body known as The Small Enterprise Finance Agency (SEFA) which represents and acts in 
accordance with the New Growth Path announced by the President in the State of the Nation 
Address in February 2011. The organization was launched in April 2012. The sole purpose of 
SEFA is to incorporate all that the other agencies seek to attain, by responding to the challenge 
of access to finance for start-up and expansion by small businesses. SEFA accomplishes its 
mandate by providing and facilitating access to finance for sustainable small business, ultimately 
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contributing to economic development and employment creation. SEFA services are targeted to 
Survivalist, Micro, Small and Medium Enterprises in South Africa. 
III. The Department Of Science and Technology:  
The Department of Science and Technology established the Technology Innovation Agency 
(TIA), established in 2010 to promote funding and innovation. The agency includes the 
Tshumisano Trust, which housed the technology transfer stations, the Innovation Fund, the 
Council for Scientific and Industrial Research (CSIR) and the Advanced Manufacturing 
Technology Strategy (National Credit Regulator 2011). 
IV. The Presidency:  
The Presidency operates the National Youth Development Agency, set up in 2009 which assists 
through developing youth by providing skills and helping them in starting their own businesses. 
V. The Department Of Agriculture:  
The Department of Agriculture reaches farmers through the Micro- Agricultural Financial 
Institute, established to help existing agricultural businesses start new projects and to enable 
them to develop to their maximum potential. 
1.1.2. NGOs, Donors, and the Private Sector: 
Over the years, many of the NGOs and the CBOs have been active in the small enterprise 
support sphere have faced declining public or foreign (donor) funding – resulting in many either 
merging with other bodies or closing down. However, some NGOs still partner with some 
universities to support entrepreneurs or aspiring entrepreneurs. Such programmes include: the 
South African Institute of Entrepreneurship, Junior Achievement Southern Africa, the 
Foundation for Enterprise & Business Development, the Education with Enterprise Trust, 
Entrepreneurs on the Move, and, most recently, Mindset. Some major banks sponsor financial-
literacy programmes, mostly targeting high-school learners (DTI 2005).Students in Free 
Enterprise, an international organisation that is operational in some South African universities, 
organise, trains and motivate teams of university students to provide training to others in the 
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principles and value of free enterprise, incorporating entrepreneurship, personal and financial 
skills, business ethics and free-market economics. 
Certain major banks such as FNB, ABSA, Standard Bank and Ned bank have partnered with 
Khula Enterprise Finance Limited to provide small business finance products to aspiring 
entrepreneurs under the Khula Credit Guarantee Scheme.  
Certain large corporations have developed and implemented their own in-house programmes. 
Examples include the youth enterprise support programmes of South African Breweries (SAB 
Kickstart), Anglo-Zimele, and Shell Petroleum (Shell LiveWire),which provide training and 
support and run youth-entrepreneurship awards programmes. 
1.1.3. Business Incubators: 
Business Incubators are “the new wave” in small and medium enterprises development, and 
comprise activities concerned with provision of facilities - physical space, shared services, 
business and legal advice, and financial inputs – to facilitate their creation and assist them until 
“graduation”, when they have the capacity to “survive” in the outside competitive environment 
(World Bank 2002). 
It is evident in developing regions, that incubator initiatives assist promising entrepreneurs in 
launching and succeeding in their businesses. However, it is important for entrepreneurs to be 
familiar with the kind of business incubator they wishes to join, as these can either be profit 
oriented or not-for-profit. The type of incubator solely relies on the category of funding available 
to them. What is most important is the existence of an idea.  Funding can either be from the 
Government or the Private sector banks or individual donors. 
In South Africa there many business incubators operating throughout the nation, some of which 
are: The Innovation Hub, Awethu Business Incubator, Raizorp, Pick and Pay Small Business 
Incubator, Aurik, The Nelson Mandela Bay Incubator services, SEDA Limpopo Jewelry 
Incubator and Chemin, which helps start up enterprises and nurtures them until the enterprises 
can survive independently. 
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1.2. Free State Development Funding and Support Agencies for SMEs. 
In Matjhabeng Municipality, the following government agencies act as channels for support of 
SMEs : 
1.2.1. The Premier’s Project: 
The Free State Provincial Government, through the Department of the Premier, partnered with 
the Flemish Government and Seda to embark on an SMME support programme for the Free 
State Province (Department of the Premier, 2006 SMMEs Baseline Study). The programme 
differentiated itself from other government agencies by focusing on four geographical areas in 
the province, namely: Matjhabeng, ThabaNchu (Mangaung), Tokologo, and Qwaqwa (Maluti-a-
Phofung). The overall idea was to prioritize these four areas with an intensive approach to 
business support and that entrepreneurs would receive services free of charge. This programme 
resulted from the Free State Provincial Growth and Development Strategy (FS GDS) which 
emphasized job creation and the growth of SMEs in the Free State Province (SMMEs Baseline 
Study, 2007).The main aim of the program was to provide entrepreneurs with support services 
through extensive and continuous training and long term mentoring; facilitation of market 
access; exposure on a yearly basis to an outside environment (Belgium) for training and to gain 
from exposure to innovations of that region through implementation thereof in their 
environment. 
After two years of operation, the programme made a little progress, due to: the inability of the 
project management to manage the programme well, challenges posed by governmental 
logistics; inadequacy of qualified staff; and problems encountered with the donor. The 
programme eventually came to a halt. 
1.2.2. The Free State SME Development Initiative: 
This is an intervention in the Free State focused on job creation through small and medium 
enterprise development. The project was launched on the 21st and 22nd of June, 2011, executed 
by the ILO and implemented jointly with the DETEA and the Mangaung and Matjhabeng   
Municipalities. The initiative is funded by the Flanders International Cooperation Agency 
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(FICA) and tourism is its priority. This tourism intervention has a geographical focus on the 
Matjhabeng and Mangaung Municipalities. In Matjhabeng the following subsectors are targeted: 
i. Events Tourism 
ii. Mining Tourism 
iii. Agri-Tourism 
iv. Eco-Tourism. 
The Free State DETEA also launched a smaller project in September 2013, which involves the 
provision of grants to SMEs located within the Matjhabeng Municipality. 
1.2.3. The Free State Development Corporation (FDC): 
The FDC was established by the Free State Development Corporation Act (Act 6 of 1995) and is 
mandated to establish and develop sustainable SMEs in the Free State Province by providing 
them with both financial and non-financial services. The establishment of the FDC in 1995 and 
the subsequent amendment of the FDC mandate with its focal shift to SME development and 
support, were informed by this recognition. Prior to the amendments made to the FDC Act, the 
FDC performed a much broader economic development role. This role was mainly focused of 
managing the industrial estates of the FDC and consequently insufficient attention was devoted 
to the SMME sector. The Act was amended by Act 9 of 1999 and Act 4 of 2006, in order to 
refocus the FDC mandate on the establishment of sustainable SMEs in the Free State (FDC 
Corporate Plan, 2007 – 2010). The Act re-established the purpose of promoting urban and rural 
SMMEs in the Province. Through this refocusing, the FDC delivered development opportunities 
of development to emerging SMEs through provision of loans to qualifying entrepreneurs. 
1.3. The Research Problem: 
For developing countries, integration into the global economy through economic liberalisation, 
deregulation, and democratisation is widely accepted as the most effective combination of action 
through which to overcome poverty and inequality. Crucial to this process, is the development of 
a vibrant private sector, in which SMEs play a central role.  
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Despite all interventions geared to the development of SMEs, many challenges to their survival 
and success remains, one of which is finance. Access to financial and non-financial support to 
aspiring entrepreneurs or business entrepreneurs aiming to expand their businesses is important 
as highlighted by the SEAF 2007 Study which demonstrated the impact of investments in SME 
development. The Study’s analysis of entrepreneurial activity indicates, however that finance 
does not in itself create economic opportunities. Rather, it illustrates that it is entrepreneurial 
people who identify methods through which to generate income from situations, skills, contact 
or other push factors (Christen, 1997). It is in this context, that the role of funding should be 
viewed. 
Hypothesis: Development finance increases the growth of small and medium enterprises in the 
Matjhabeng Municipality, Free State. 
1.4. Research Aims and Objectives: 
1.4.1. Aims: 
The aims of the research are: 
i. To understand the extent to which small and medium enterprises are supported 
through the availability of financial assistance.  
ii. To establish the survival rate of businesses that have been funded and or 
supported and whether or not they are sustainable. 
1.4.2. Objectives: 
 To investigate the general funding requirements for entrepreneurs to receive 
access to funds. 
 To investigate what due diligence is undertaken in the processing of applications 
for SME funding, and what key factors are considered by funding providers when 
deciding whether to grant such funding. 
 To establish the reporting requirements that finance-providing institutions 
implement to monitor the use of funds or credit granted to SMEs. 
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 To identify any innovative approaches to funding that use a combined approach 
of finance and mentoring, skills development and specialist support where 
necessary. 
 To establish the impact of developmental financial assistance and non-financial 
support on SMEs before and after funding. 
 To establish the percentage of SMEs who have not received any form of financial 
support 
 To understand the impact of financial and non-financial support on profitability 
of SMEs. 
 To understand barriers to access to markets experienced by SMEs. 
1.5. Scope of the Study 
The Free state is comprised of five districts, namely Motheo, Lejweleputswa, Thabo-
Mofutsanyana, Xariep and Fezile-Dabi districts. Lejweleputswa District is comprised of 
Matjhabeng, Nala, Tokologo, Tswelopele and Masilonyana local Municipalities.  According to 
the Premier Advisory Council (PEAC) report, the Lejweleputswa district population represents 
26.9% of Free State population and contributes 26.6% to the provincial GDP,however it also has 
an unemployment rate of 36% and is home to 66% of the Free State population living in poverty.  
The Matjhabeng Municipality consists of Welkom/Thabong/Bronville, Allanridge/Nyakallong, 
Odendaalsrus/Kutlwanong, Hennenman/Phomolong,,Ventersburg/Mmamahabane and 
Virginia/Meloding(Matjabeng Municipality IDP 2012).  According to StatsSA 2011, Matjabeng 
has a population of over 400,000 people with more than 60000 unemployed. Youth 
unemployment is even higher at 49.7% 
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Figure 1.1: Matjhabeng Local Municipality Map   Source: MM IDP 2012. 
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CHAPTER TWO 
LITERATURE REVIEW 
2.0. Introduction 
The first democratic government of South Africa inherited a country characterised by extreme 
levels of poverty, inequality of wealth and income and highly skewed access to social services, 
together with insufficient educational and employment opportunities (DTI 2008 pg 23). Six 
years after 2008 global financial crisis, many countries, including South Africa are still battling 
with high rates of unemployment. The unemployment rate in South Africa has been fluctuating 
since 2008, and is currently at 24.1%.  
The term “small enterprise” and “small business” may be used interchangeably in the literature 
studied as the two indicate the same and are all categorised as small and medium enterprises 
SMEs. This Chapter outlines the study’s conceptual issues and theoretical and empirical 
literature reviewed. 
2.1. Conceptual Issues 
2.1.1. Conceptual Issues 
The definition of a small enterprise in the National Small Business Act, 102 of 1996, is based on 
the number of employees, turnover and fixed assets. SEDA (2013) defines small enterprises 
according to the number of employees: 
• Medium 51- 200 
• Small 21 - 50 
• Very small 6 - 20 
• Micro 0 – 5 
Small and Medium Enterprise involves entrepreneurs. Therefore, to define the term 
entrepreneurship simply means, “the creation of an enterprise” (GEM 2012) which includes 
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small, medium and micro enterprise. An enterprise is, “any entity engaged in an economic 
activity, irrespective of its legal form”. (European Commission 2003).Thus it is the economic 
activity that is the determining factor, and not the legal form of an enterprise. In this context the 
self-employed, family firms, partnerships and associations regularly engaged in an economic 
activity may be considered as enterprises.  Below are the types of enterprises we have in South 
Africa and some examples: 
i. Survivalist Enterprise: According to National Credit Regulator 2011, this 
category includes vendors, hawkers and subsistence farmers. For practical 
purposes these are usually categorised together with micro enterprises. Their 
income is usually less than the minimum average income or on the poverty line. 
ii. Micro Enterprise: These employ not more than 5 people and mostly lack formal 
registration. Included are minibus taxis, spaza shops and household industries. 
iii. Very Small Enterprise: These operate in the formal market, have access to 
technology and employ between 6- 20 people. Hair salons, cafés and butchery 
shops in this category. Very small enterprises can also be found within the 
manufacturing or construction industries. 
iv. Small Enterprises: These have maximum of 50 employees and a minimum of 20 
employees. They are more established business. Examples include: the taxi cab 
companies, the fast food outlets and restaurants. 
v. Medium Enterprises: These have a maximum of 200 paid staff and are much 
more structured enterprises having a board and Management. Examples include 
Spar, large petrol stations and small manufacturers are examples of medium 
enterprise. 
2.1.2. The Policy Context of SMEs in South Africa 
There are a number of policies that have shaped the SME legislative environment of post-
apartheid South Africa. These include: 
 The White Paper(1995) 
 Local Government Municipal Systems Act of 2000 
 The Joint Initiative on Priority Skills Acquistion. (2006) 
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 The New Growth Path (2011) 
 
 The White Paper of the Department of Trade and Industry (1995): 
The white paper 1995 highlighted the national strategy for the development of SMEs in 
South Africa. The white paper strategy is based on three pillars according to the National 
Credit Regulator (2011), including: 
• Increasing the supply of financial and non-financial support to SMEs; 
• Creating demand for SME products/services; and 
• Reducing regulatory constraints on SMEs. 
Timm(2011),emphasizes the need for the government to create an enabling framework to 
facilitate access to information and advice, as well as finance and affordable 
infrastructure to boost the level of small, medium and micro enterprises in the country.  
 
 Local Government Municipal Systems Act 2000: 
The Local Government Municipal Systems Act 32 of 2000, emphasized the need for 
government to be developmentally oriented and called for their adoption of the integrated 
development plans by: 
• Propagating national support programmes and functioning as channels for national 
implementation processes; 
• Developing complementary support programmes with provincial funds, sometimes in 
co-operation with other donors/partners; 
• Encouraging small enterprise support initiatives in the rural areas and smaller towns 
which lack the capacity to develop their own programmes; 
• Co-operating with local business organizations, NGOs, CBOs and other stakeholders in 
assessing progress with small enterprise support as well as the need and scope for further 
action. (DTI 2004). 
 
Some of the strategies adopted recently include; the Economic Growth Path strategy 
(2010), which aims to create 5 million jobs and reduce inequality, poverty and 
unemployment from 25% to 15% by 2020 (Chabane 2010) and The Local Government 
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Turn Around Business Strategy of 2009(LGTAS) emphasizes how increasing in small 
and medium enterprises in their local governments’ areas can also yield a return in 
developing their Municipalities. 
 
 The Joint Initiative on Priority Skills Acquisition (2006)(JIPSA):  
JIPSA was originally established in 1996, as a result of the review of the Skills 
Development Act (Act 97 of 1998) and tax allowances, per the Skills and Development 
Act (Act 31 of 2003). Activities that relate to artisan development are now required to 
undergo registration with SAQA (JIPSA 2010).The government embarked on an intense 
drive to harness and improve the skills of South Africans in order to ensure economic 
growth and to create employment. JIPSA was mandated to (among other things): 
prioritize key skills and develop human resources; lead in the implementation of a joint 
initiative of the government, business and organized labour in order to accelerate the 
provision of priority skills; and lay the foundations for more coordinated and effective 
human resources development strategies. 
 
 The New Growth Path (2011):  
The New Growth Path (NGP) focuses primarily on employment creation, with the vision 
of 5 million jobs being created by 2020 (New Growth Path, 2010:8). The New Growth 
Path also identified enterprise development as one of the elements through which job 
creation can be achieved. According to the comprehensive strategy, the New Growth 
Path will build up initiatives to support small and micro enterprise. Initiatives include: 
creating a single funding agency for small business to encourage easy access to funds. 
This led to the creation of SEFA, a merger of all the existing finance entities in April 
2012,their aim is to improve access to finance for small enterprises thereby encouraging 
more citizens to participate in economic activities in their various communities (NEC 
bulletin 2011). 
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2.1.3. The Small and Medium Enterprise Status: 
2.1.3.1. The Status of South Africa SMEs in Africa: 
The involvement of people participating in small businesses differs between countries 
throughout Africa. According to Global Entrepreneurship monitor survey (GEM 2013) 
conducted on the adults aged 18 to 64 yrs.(Table 2.1) 50% of Uganda’s Adult population  are 
involved Total early stage Entrepreneurial Activity (TEA). South Africa by comparison has only 
21% of its adult population involved in TEA. The TEA table reflects that South Africa’s small 
businesses participation is lowest in comparison to other African countries despite having a 
higher Gross Domestic Product (GDP) than all countries except Nigeria. 
Country Adult Male population 
TEA (%) 
Adult Female 
Population 
TEA (%) 
Total Adults involved in 
TEA(%) 
South Africa 12  9 21 
Nigeria 39 41 80 
Zambia 39 41 80 
Angola 24 20 44 
Ghana 23 28 51 
Malawi 29 27 56 
Botswana 22 20 42 
Uganda 25 25 50 
    Table 2.1: TEA table for adult population    Source: GEM, 2013. 
2.1.3.2. The Status of Free State SMEs in South Africa: 
The Free State is still one of the provinces with low numbers of small business enterprises in 
comparison to other provinces according to a survey carried out by Finscope in2010.During 
2010, there were 5 579 767 small business owners in South Africa, owning 5 979 510 small 
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businesses. The following table shows the geographical distribution of SMEs across South 
Africa, this reflects that Free State as having 8% of small business enterprises and 5.7% of adult 
population compared to other provinces in the country.  
 
 
 
Province Small Business Owners (%) Population Distribution 
of Adults (%) 
Gauteng 22.9 21.1 
North West 12.9 6.2 
Eastern Cape 14.9 13.1 
Free State 8.0 5.7 
Kwazulu- Natal 13.8 20.3 
Northern Cape 2.8 2.2 
Western Cape 8,1 10.7 
Mpumalanga 6.9 8.0  
Limpopo 9.8 9.7 
Table 2.2: Distribution of small businesses nationwide.          Source: FS 2010 
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Province Small 
Business 
Owners (%) 
Population 
Distribution of 
Adults (%) 
Small Business 
Owners 
(census 2013) 
Population 
Distribution of 
Adults (census 
2013) 
Ratio 
Gauteng 22.9 21.1 1,277,766.64  
 
11,178,780.00  
 
          
0.11  
 
North West 12.9 6.2     719,789.94  
 
   3,284,760.00  
 
          
0.22  
 
Eastern Cape 14.9 13.1     831,385.28  
 
   6,940,380.00  
 
          
0.12  
 
Free State 8.0 5.7     446,381.36  
 
   3,019,860.00  
 
          
0.15  
 
Kwazulu- Natal 13.8 20.3     770,007.85  
 
10,754,940.00  
 
          
0.07  
 
Northern Cape 2.8 2.2     156,233.48  
 
   1,165,560.00  
 
          
0.13  
 
Western Cape 8.1 10.7     451,961.13     5,668,860.00            
0.08  
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Mpumalanga 6.9 8.0     385,003.92  
 
   4,238,400.00  
 
          
0.09  
 
Limpopo 9.8 9.7     546,817.17  
 
   5,139,060.00  
 
          
0.11  
 
Table 2.3: Stretched table of Distribution of small businesses nationwide Source: Adapted from 
Finscope 2010. 
Table 2.3 showed the number of the total adult population of different provinces compared with 
the number of small enterprises using the census 2013 figures for each province. We can see that 
Free State actually has the second highest ratio when compared to other provinces. 
2.1.4. Role of Finance in Development 
An old adage from the Yoruba land where the author comes from says “Money is used to get 
more Money”. Finance is the blood and nerve system of any small business enterprise. Building 
a successful small business requires steady access to finance, product and market information, 
and tips from peers who’ve been there before and know how tough it is (IFC 2011). Finance 
plays a lot of roles in the creation and sustenance of enterprises including: 
i. Actualization of an idea: if there is no lubricant, how can our machines work?  
Finance is the lubricant in any type of enterprise. Finance brings into reality the 
idea of an entrepreneur and thus constitutes the starting point for all enterprises 
whether micro, small, medium or large. 
ii. To encourage investment and expansion: when there is sufficient capital, the 
owner of an enterprise is able to consider expanding his or her enterprise into 
areas deficient of and with a cultivatable or existing demand for what they are 
producing- thereby creating more jobs and expansion. As an illustration, In 2001, 
a furniture materials importing company in Georgia (Imeri 7) started with just 
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five workers.  Imeri7, now employs more than 80 people. With financing from 
Bank of Georgia, a local bank that the International Finance Corporation helped 
focus on the SME market, it has now successfully expanded into production and 
sells thousands of different products—furniture, flooring, ceramic tiles, and more 
(IFC 2011). 
iii. To help in training: Staff employed in enterprises with access to funds are 
exposed to state of the art technology and management courses to optimize 
production. This means that the enterprise must have access to funds and 
recognise the need for updated training of staff. Further, the entrepreneurs in such 
companies will be able to take up management courses themselves in order to 
increase their efficiency in production. 
iv. To improve access to markets: Entrepreneurs should have access to both local 
and international markets in order to be able to encourage production. Access to 
markets balances the law of supply and demand . 
2.1.5. Roles of SMEs in Economic Development 
Small and medium enterprises play important roles in the economy.  Wennekers&Thurik (1999), 
theorise that entrepreneur roles can be classifed into categories of static and dynamic. Where a 
static role sees an entrepreneur acting as a passive component of the economy, a dynamic role 
assumes that entrepreneurs should play an active role in the economic development of his or her 
own locality.  
Over time, Small and Medium enterprises have been  a mechanism for economic growth in both 
developed countries and developing countries. The roles SMEs have played include:  
i. Job Creation: The study of SMEs and employment originally focused on whether 
SMMEs or large firms provide more jobs. The recent work of Haltiwanger, Jarmin, 
and Miranda (2010) in the United States suggests that startups and surviving young 
businesses are critical for job creation and contribute disproportionately to net 
growth, and there is no systematic relationship between firm size and growth after 
controlling for firm age.  
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A survey by Ayyagari, Kunt, Maksimovic 2011, on the role of small and medium 
enterprises across 99 countries found out that firms older than 10 years contribute the 
largest shares of total employment ranging from 48% in low income countries to 72% 
in high income countries. Across those countries researched, it was found that firms 
with an average of between 5 and 99 employees and which have been in operation for 
10 years or more, contribute the largest proportional share of total employment. 
In South Africa, Kerr et al (2013) found out that large firms contribute more to net 
employment growth than small firms in South Africa. However, the survey 
conducted only analysed formal enterprises. South Africa as a developing country 
also has non-negligible informal sectors which mostly comprises of small, medium 
and micro enterprises.  The Finscope Survey (2010) highlights that over 60% of small 
business owners had a level of education lower than a matric certificate and that 86% 
of SMEs weren’t registered with the Companies and Intellectual Properties 
Registration Office (CIPRO). With an unemployment rate of 25%  (and according to 
a 2013 Goldman Sachs report, that number increases to 35% when including those 
people who have given up looking for work) we can conclude that SMEs are the 
means of survival for many people in South Africa. 
ii. Economic Growth: The World Bank (2011), however, estimated that the SMME 
contribution to employment generation was 39% in South Africa. In China, by 
comparison the SME sector contributed 78% to its total employment. Abor and 
Quartey (2010) estimate that 91% of the formal business entities in South Africa are 
SMEs and that these SMEs contribute between 52 and 57% to GDP and account for 
approximately 61% of employment. Collectively, the figures presented here give an 
indication of how much SMEs are contributing to the GDP and Gross National 
Income (GNI) of South Africa. They are further indicative as to why the government 
keeps doing its utmost in order to support small businesses in the country. 
iii. Poverty Alleviation: A quarter of South Africans live on less than US $1.25 a day 
(UNDP 2010) and there is a need to eradicate poverty and improve the standard of 
living of South Africans living below the poverty line. Establishment and support of 
more SMEs will increase the livelihood of South Africans. 
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iv. Empowerment: Unemployed people that start small businesses are empowered and 
those employed by their enterprises are given a means to survive enabling them to 
meet their individual basic needs and support their families. Such transformation 
gives voice to those involved enabling them to participate in decision making process 
towards government policy with regard to the SME sector of the economy. 
2.1.6. Challenges facing Small and Medium Enterprises: 
Despite the role SMEs play in the economic development of a country, there are some 
challenges that SMEs still face. According to Berry et al 2002, some of the challenges SMEs 
face in South Africa despite government support include; 
 Lack of Awareness (Outreach): Most people that have small businesses or wish 
to start an enterprise are unaware of the support government agencies offer to 
existing SMEs and SME startup. Effective outreach such as scheduled visits and 
various marketing campaigns, can create awareness of the support offered by the 
government among aspiring and existing entrepreneurs.  
 Uneven Distribution: the facilities put in place by the government, NGOs and 
private sector are without doubt majorly concentrated in the metropolitan areas. 
This results in disinterest in business or despondence from would-be aspiring 
entrepreneurs in rural and peri-urban areas that are far away from the support 
and/or finance in the metropolitan areas of their Municipalities. 
 High costs associated with seeking of support services 
 Cumbersome Administrative Requirements: Many government support 
programmes result in user fatigue and high levels of disappointment in aspiring 
entrepreneurs. 
In addition to the aforementioned factors, finance, lack of managerial skills, equipment and 
technology, regulatory issues, and access to international markets are still affecting the SMEs in 
South Africa (Anheier and Seibel, 1987; Steel and Webster, 1991; Aryeetey et al., 1994; Gockel 
and Akoena, 2002). Lack of managerial knowhow places significant constraints on SME 
development. So also is the skills gap that still affects the SME sector. Despite many institutions 
are providing training and advisory services, a high number of entrepreneurs cannot afford the 
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high cost of skills and advisory services while some do not see the need to improve and develop 
their skills ( Kayanula and Quartey, 2000).   
2.2. Theoretical Literature 
2.2.1. Theories of Entrepreneurship 
Since the owner of a small business enterprise is an entrepreneur, further here expanded upon is 
the topic of small business entrepreneurship, so as to give a clear basis for introduction to small 
scale business. The study of entrepreneurship is based on several theories, some of which 
include the following:  
I. Economical Theories of Entrepreneurship:  
 
Theorists such as Cantillon, Marshall, Knight, Kirzner, and some others focused their 
theories on what causes the economy to be at equilibrium considered in the terms of the 
Factors of Production. 
Cantillon’s Theory of Entrepreneurship (1755)viewed an entrepreneur as one of the 
Factors of Production but as an agent that wants to bear the risks of investing a fixed 
amount on labour, materials, goods and selling at an uncertain price to equilibrate 
demand and supply in the economy (Hisrich and Peters, 2002; Outcalt,2000). 
 
 Marshall (1936) believed in equilibrium creating entrepreneurship. Marshall’s approach 
attempts to explain the conditions in markets under the assumption that perfect 
knowledge exists; there is competition and free entry and exit and that goods are 
homogenous. Marshall tried to create equilibrium through ensuring many players in the 
market, as opposed to a monopolist competition. 
 
According to Knight, the main function of the entrepreneur is to assume the uncertainty 
related to these events, thereby shielding all other stakeholders against the entrepreneur. 
Knight theory views an entrepreneur in terms of risk, uncertainty and profit. He 
recognized the distinction between risk and uncertainty; with risk pertaining to that 
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which is “insurable” and relating to recurring events of known relative frequency, and 
uncertainty pertaining to the “uninsurable” and relating to unique events of subjective 
probability of occurrence for example, a shift in consumer taste. 
 
Kirzner, represents the Neo-Austrian approach to entrepreneurship focused on answering 
the question as to whether a market economy (wherein price information is determined 
by entrepreneurs) works and, if it does so, what is the process that leads the economy 
towards an equilibrium? Kirzner claims that initially the economy is in disequilibrium 
(with each entrepreneur aiming for the highest possible individual profit) and the 
competition among 'alert' entrepreneurs leads to equilibrium. Kirzner believed that an 
improvement in the technique of production (cost of supply) or a shift in preferences 
(demand) leads to change (disequilibrium) in a market wherein there was equilibrium. 
 
II. Psychological Theory of Entrepreneurship:   
 
The Psychological theory of entrepreneurship emphasizes personality traits and motives. 
According to Byrnes et al, a survey was carried out and found out that men were 
significantly more likely than women to engage in 14 of 16 types of risky activities. 
Results showed that “males took more risks even when it was clear that it was a bad idea 
to take a risk,” and that females “seemed to be disinclined to take risks even in fairly 
risky situations or when it was a good idea,” leading to the speculation that “men and 
boys would tend to encounter failure or other negative consequences more often than 
women and girls” and that “women and girls would tend to experience success less often 
than they should” (Byrnes et al., 1999, p.378). 
Psychological Theory ‟ explains why women are risk averse and are skeptical into 
venturing in unfamiliar territories as regards business operations”. Risk taking is the one 
entrepreneurial trait that can foster the growth of businesses and innovations that 
ultimately may make a business enterprise to be successful. Risk averseness may 
contribute immensely to business failure and collapse. 
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III. Sociological Theory of Entrepreneurship: 
Social Enterprise Theory centers around earned-income activity by non-profit 
organisations, but also includes market based solutions to social problems and 
consideration of businesses that generate profit for donation to a social venture or a 
benevolent  purpose. 
Entrepreneur ventures are obviously social entities from the start. The decision as to 
whether other people are called to join can have lasting consequences for its survival and 
performance. Enterprises may be formed as a team effort. The three principles underlying 
team formation may distinguish choice on the basis of homophily, purposive choice, and 
choice constrained by context or opportunity structure (Ruef 2001). Homophily refers to 
the tendency of people to associate with others similar to themselves, such as choosing 
association on the basis of gender or ethnicity. Purposive choice reflects people’s 
tendencies to choose others who possess valuable proficiencies, such as education, skills 
or experience. Finally, opportunity structures set a context within which the first two 
principles operate. Entrepreneurs cannot choose someone whom they have not met or 
have no way to reach, such as a person who works in another organisation or lives in 
another city (Ruef et al. 2002). 
 
IV. Innovational Theory of Entrepreneurship:  
 
Schumpeter looks at entrepreneurship as innovation and not imitation. Schumpeter's 
innovator as an economic and social leader is not concerned much with about economic 
profits and derives only joy (and thus motivation)  from being an innovator  to and a 
server to his/her society (Bula, 2012). Schumpeter (1934, p. 66) dwelled on how the 
entrepreneur behaves and listed five categories of action compromised within the concept 
of innovation:  
 The introduction of a new good or quality of a good;  
 The introduction of a new method of production that is something as yet untried 
in industry;  
 The opening of a new market;  
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 The utilisation of some new source of supply for raw materials or intermediate 
goods; 
 The carrying out of some new organizational form of the industry.  
Overall, entrepreneurs create many of the innovations that shape our lives in small and medium 
scale businesses (Kickul, Welsch&Gindry, 2001). Schumpeter believed that innovation is what 
entrepreneurship is all about.  
2.3. Socio-Economic Context and the Need for Intervention 
The Free State province has 10.6% of South Africa’s land area and generates 6.4% of the 
Country’s GDP, meaning it is relatively large in physical area but proportionately small in 
population size and GDP contribution. The economy of the Free State Province generates 
slightly less than the South African economy than that proportionate to the relative size to its 
provincial population. This would suggest that the provincial economy is currently 
“underperforming” according to Free State Provincial Growth and Development Strategy (PGDS 
2005-2014). The mining sector of the Free State is gradually decreasing in its input to the GDP 
because as widely known, natural resources will be depleted at one time or the other.  Further, 
the manufacturing and agricultural sectors are currently not at their optimal best. All these issues 
combined, point to the fact that economic diversification policies should be encouraged through 
SME cultivation and development. 
According to the World Tourism Organisation, Tourism is the world's largest economic sector 
generating almost $500 billion per year and providing direct and indirect employment to some 
340 million people. Globally, tourism accounts for roughly 35 % of service exports and over 8 % 
of goods exports. Tourism has been attributed as one of the fastest growing sectors in the world 
economy, and is predicted to grow its volume of arrivals to 1.56 billion in 2020 (DTI 
2006,2007a). In this view, the government of the Free State has recognised tourism as a 
component of the economy that has enormous potential to accelerate the growth of Matjhabeng’s 
economy, and to create local jobs, particularly within the context of a declining mining sector. 
There is also the need to continually monitor whether finances and support programs on the 
ground are operating at their optimal best in supporting the local community small business 
enterprises and in also encouraging the emergence of new ones. 
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2.4. Conclusion  
The ownership of Small and Medium Enterprises also known as the act of entrepreneurship 
mostly benefit those who venture into it not only creating employment for entrepreneurs 
themselves but also for those they employ and for those whose employment is generated by an 
increase in spending power by those initially employed thereby decreasing the rate of 
unemployment in the local community and the country as a whole. 
In this view, the role of small, medium and micro enterprises in reducing poverty, 
unemployment and contributing to the economic development of so many developing and 
developed countries in the world has been researched on an on-going basis in the last decade. It 
is pertinent that the means through which SMEs can be sustained are further explored toward an 
increase in the growth rate of SMEs in and continual support for those already established. 
The chapter to follow addresses this study’s research methodology and highlights methods the 
research employed to gather data needed to meet the objectives of the research undertaken. 
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CHAPTER THREE 
3.0. RESEARCH METHODOLOGY 
3.1. Introduction 
The aims and primary objectives of this study as highlighted in Chapter 1are towards the 
obtaining of a better understanding of development finance in the establishment of Small and 
Medium Enterprises in the Matjhabeng Municipality. This Chapter explores how the research 
methodology was employed used to meet research objectives. 
This chapter further describes the methods that were used to obtain information which includes; 
research assumptions, research design, research methods which entail quantitative method, 
sampling frame, sources of data and research instruments, research process and limitations of the 
study. The Research methodology describes the methods that were used by the researcher to 
collect and analyse data including both quantitative and qualitative techniques, also known as the 
Mixed Methods Approach. 
3.2. Research Assumption 
The research assumption of the researcher is:  
 All entrepreneurs used in the research are within the small and medium 
enterprises classification 
3.3. Delimitation of the Study 
The research was conducted on both the supply side and the demand side of SME funding. 
The research conducted on both funders that supply loan funding and grant funding. The 
research  included a desktop review and detailed interviews with the funding bodies researched. 
The researcher did not receive any detail from funders interviewed with regard to access to 
detailed data on businesses that had been funded by them or detailed analysis of the funding 
impact(s) thereof.   
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The survey of entrepreneurs included in the study, was undertaken using a completely different 
source of data– that being a database list of entrepreneurs held by the Municipality’s department 
for Local Economic Development. 
3.4. Research Design 
A research design explains the methods to be used in analysing the data collected so as to enable 
address of able research objectives as accurately as possible. In other words it means obtaining 
relevant evidence in order to enable in answering of research questions correctly.  According to 
Bono and McNamara,  
“the principles of a good research design includes; one’s research design 
must match the research questions of the study; the construct definitions must 
match the operationalisation; the models must be carefully specified; the 
study must make use of measures with established validity; and the samples 
used must be appropriate to the research questions”.  
In other words, a research design entails research seeking facts to provide answers to the 
research question or problem statement within an environment. In order to answer questions 
raised by researchers, data collected is then organised and interpreted. 
3.5. Qualitative Research Method 
 
In order to obtain relevant data for this study, the research objectives addressed the policies and 
theories associated in order to initiate with a fair understanding of small and medium enterprises, 
finance, entrepreneurship, the role of finance in SMEs and the role of SMEs in the economy as 
discussed in Chapter 2,. The literature review was done using journals, previous projects, 
electronic sources, newspapers and surveys. The researcher collected data through interviews 
with two government organisations that assist in the provision of loans or grants to SMEs in the 
Municipality (The FDC and DETEA).  Quantitative Research Method 
Forty questionnaires were administered to SMEs, all of whom were listed on the database at the 
LED of the Matjhabeng Municipality. 
41 | P a g e  
 
Quantitative methods are used to obtain numeric, non-descriptive data and apply statistics in 
evaluating data. These methods use number evidence and present results in tables and graphs 
that are conclusive (Rajasekar et al 2013). In quantitative research method, the researcher 
already has a clearly defined research question to which objective answers are sought, all aspects 
are carefully and precisely designed before data collection and data are in the form of numbers 
and statistics (Sibanda 2009; 2). 
The quantitative method used for this research included the use of a questionnaire administered 
to the entrepreneurs surveyed. This was ideal because data collected could be analysed for 
interpretation. The quantitative method chosen has been used and developed and tested in many 
different contexts of research, and the focus of this research has been explored by other 
researchers in the past - hence the availability of much substantial literature on the subject. 
According to Snapsurveys 2012, “quantitative research is used to quantify the problem by way 
of generating numerical data that can be transformed into useable statistics. It quantifies 
attitudes, opinion and other variables. These are more structured than qualitative data collection. 
While qualitative research is primarily exploratory research. It is used to gain an understanding 
of underlying reasons, opinions, and motivations”. 
Quantitative data was gathered during the survey of entrepreneurs, using the questionnaires, 
which were then analysed to gain insight into the demographics, funding received and impacts 
thereof on selected entrepreneurs 
3.6. Sampling Method and Frame 
A sample is “a smaller (but hopefully representative) collection of units from a population used 
to determine truths about that population” (Field, 2005) in other words, Sampling methods are 
divided into two types namely; Probability or Non-probability. With probability sampling, all 
elements (e.g., persons, households) in the population have some opportunity of being included 
in the sample. Probability sampling is further divided into four types which are simple, 
systematic, random and multicluster. Non probability sampling, population elements are selected 
on the basis of their availability (e.g., because they are willing) or because of the researcher's 
personal judgment that they are representative (Chaturvedi 2014). Non probability sampling is 
further dived into four categories: availability sampling; wherein the sampling frame is selected 
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from subjects who are available, quota sampling; which is designed to overcome the most 
obvious flaw of availability sampling with quota being set to ensure that the sample represents 
certain characteristics in the population (QMSS e-lessons 2013); purposive sampling; wherein 
elements are chosen according to the purpose of the study and snowball sampling in which the 
researcher identifies a member (or members) of the population and then request for referrals  by 
research respondents to other possible respondents the researcher could engage with.(QSMM e-
lesson 2013). 
Non-probability availability sampling was used in this research, as employing the LED database 
enabled the researcher to select forty entrepreneurs randomly to survey through the use of the 
questionnaire designed – subject to potential respondents’ readiness and willingness to 
participate in the survey.  
The sampling frame consisted of forty questionnaires administered to entrepreneurs involved in 
businesses that cut across the economic sectors of the municipality.  
Interviews were scheduled with business consultants of the FDC and DETEA, which 
enlightened the researcher concerning the general funding requirements of both organisations, 
process of funding and post financial support given to entrepreneurs in the Municipality. The 
main focus of the interviews was on meeting some of the research objectives introduced in 
Chapter 1. 
3.7. Research Instruments 
The research instruments used in this study are the questionnaire and semi structured interviews: 
i. Questionnaire: The questionnaire is a means of data collection. Questionnaires were 
either administered in person or telephonically, due to time frame allocated for the 
research and the geographical distance between each of the communities under the 
municipality area researched. The questionnaire used was straightforward and simple and 
easily comprehensible words were used in the questionnaires. This is so, so as not to 
make the questionnaire tedious for entrepreneurs responding thereto and also to 
accommodate respondents for whom English is a second language. In order to ensure the 
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cooperation of the respondents, the nature and purpose of the research was explained and 
anonymity was assured. 
ii. Interviews: The semi- structured interviews were scheduled with business consultants of 
the FDC and DETEA and focused on their support both financially and non-financially 
to the SMEs sector of the Municipality. In order to ensure the cooperation of the 
consultants, the nature and purpose of the research was explained to the respondents and 
anonymity was assured. 
3.8. Sources of Data 
Both primary and secondary sources of data were used in this study. Primary sources include the 
use of questionnaires administered to entrepreneurs stressing the impact of development finance 
on SMEs in the municipality and semi structured interviews with business consultants of the 
government establishment. Secondary sources used include journals, published documents from 
StatisticsSA, the Internantional Finance Corporation, the Department of Trade and Industry, 
Global Entrepreneurship Monitor, United Nations and other financial institutions. More 
secondary data were sourced from universities libraries (Nelson Mandela Metropolitan 
University, Central University of Technology vista campus Welkom) and other relevant sources. 
3.9. Research process 
Following a desk-top review that identified the government research funders in the area of 
survey, interviews were conducted with those funders towards ascertainment of understanding of 
their scope and funding models in supporting entrepreneurs in the municipality. 
The researcher subsequently approached the Local Economic Department, to obtain a list of 
entrepreneurs registered on the Department’s database. From the list obtained, the researcher 
selected randomly, forty entrepreneurs dispersed throughout most of the communities under the 
Matjhabeng Municipality to approach for participation in the questionnaire survey in respect of 
their perspective of the funding environment in which they engage. 
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3.10. Limitations of the Research  
Forty entrepreneurs were selected to participate in the survey, of which only seventeen 
respondents had benefitted from some form of developmental financial assistance. The research 
sample was thus drastically reduced.  
The perceptions gained from entrepreneurs were from those entrepreneurs who had had contact 
with the LED unit of the municipality – and were not necessarily the entrepreneurs serviced by 
the FDC and DETEA. Therefore, the overall view of the impact of funding is gleaned from 
entrepreneurs not necessarily connected to the funding institutions operating in the region. 
The researcher was only able to use descriptive statistics to interpret the data obtained from 
entrepreneurs, due to the limited sample thereof. 
The research was carried out among SMEs in the Matjhabeng Municipality, and therefore the 
data findings do not apply to other municipalities in the Free State Province. 
The research conducted with the funding institutions surveyed was limited to the extent that the 
researcher did not obtain access to the funding allocation details of the FDC and DETEA. 
Therefore, the impact on employees informed by the desktop review could not be substantiated 
by the field research conducted. Desk-top review further informed the information presented 
concerning the organisations and their funding methods and overall impacts. 
3.11. Ethical Consideration 
Research ethics are a mandatory component of the study especially in that other parties are 
directly concerned. Ethics protect the rights of the individuals responding to participating in the 
study. Consent was requested from the parties consulted throughout the duration of the study and 
the researcher indicated the fact that information collected would only be used for the purpose of 
the research and that anonymity would be ensured.  Respondents are not identified by their 
names in Chapter 4. 
3.12. Conclusion 
This chapter provided the theoretical support for the research methodology used in this study. 
Highlighted were the research assumptions, delimitations of the study area, research design, 
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sampling method and frame, research instruments, research process, limitations of the research 
and ethical considerations employed in the study. The methods selected were more applicable 
and cost efficient and reduced wastage of time for collecting the information required for the 
study to effectively analyse and evaluate development finance in terms of developmental loans 
and financial grants in the small and medium enterprises of the Matjhabeng Municipality.  
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CHAPTER FOUR 
DATA FINDINGS AND INTERPRETATION 
SECTION I 
4.1. Thematic System of analysis 
This section focuses on the findings of the data collected in interviews with two public sector 
business development service providers of the Municipality. These were: 
i. The Free State Development Corporation (FDC) 
ii. The Department of Economic Development, Tourism and Environmental affairs 
(DETEA). 
4.2. General Funding Requirements 
The Free State Development Corporation (FDC) funds business ownership types, including  sole 
proprietorships, cooperatives, partnerships and private held limited companies, predominantly 
operating within the manufacturing, retail services and construction sectors.  
A large portion of businesses they provide loans to are those that have secured a form of contract 
with the municipality to guarantee income from a trusted source. 
 DETEA (Welkom), recently began offering micro support to businesses in September 2013 by 
providing funds in form of grants to Black owned businesses which are from the Matjhabeng 
Municipal area and aspiring to start their own businesses.  
Micro support grants are given to entrepreneurs in cooperatives and start-up businesses or to 
those who require additional capital for machinery for their businesses.  
Survivalist entrepreneurs are targeted through the provision of assistance in procuring equipment 
to the value of between 50,000ZAR and 100, 000ZAR. 
The aim of the DETEA in respect of this support, is to assist as many entrepreneurs as possible.  
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Neither the FDC nor the DETEA require any specific educational qualifications for 
entrepreneurs to be eligible for their assistance.  
The FDC considers the years of experience an entrepreneur has in order to gauge whether an 
applicant is equipped with the necessary skills. This information is sourced by means of an 
interview or consultation with applicant entrepreneurs from the start of the application process 
and additional investigations are undertaken by the FDC in order to ascertain whether candidates 
have the necessary skills to manage the funding requested for their businesses.  
The DETEA does not consider the years of experience of existing applicant entrepreneurs or 
cooperatives. 
Both Organisations employ the use of preliminary interviews with applicant entrepreneurs so as 
to assess whether they have the necessary skills to manage their enterprise. 
Both Organisations do not believe that entrepreneurs have to be a member of any associations or 
business chambers before they can qualify for assistance. However, it is advisable in their view, 
(i.e. to make them look more credible) that entrepreneurs should be registered.  
The FDC currently funds businesses in the retail, manufacturing and construction sectors. 
Their preferred forms of collateral are plant, equipment and property. In cases where the FDC 
want to lend to entrepreneurs who providing goods and services, the FDC will invest in the 
equipment that will be procured for entrepreneurs, and these assets then serve as their security. 
Then, in addition to capital funding, they also fund entrepreneurs with working capital that 
entrepreneurs use to buy stock, pay administrative expenses and pay salaries.  
The DETEA, offer grants only, through the purchasing of equipment for successful applicants. 
With regards the funding of working capital the DETEA official interviewed said  
“Working capital is a no no because experience has shown that if you give 
people money, more often than not they tend to use such money for other 
purposes rather than the thing they initially say they need the money for. So, 
because of that, the government is saying the entrepreneur should identify what 
their business needs, and the Department will procure those things for them. 
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We can say in a way, capital finance is there - and then entrepreneurs can go 
and obtain their working capital through loans from either private funders or 
banks”. 
DETEA’s financial assistance is made in the form of grants which don’t require repayment. 
Due diligence is undertaken by the DETEA and FDC through site visits, interviews, verification 
of information given by the entrepreneurs and investigations of applicants’ credit records.  
FDC monitor the use of funds, and generate aftercare reports on each SMME funded.  These are 
compiled by business consultants for submission to the Head Office monthly.  
The DETEA do not have reporting document measures in place for the monitoring use of the 
equipment purchased for the purpose they declared. Occasional monitoring and evaluation is 
conducted when deemed necessary. 
4.3. Development Funding offered and Process of obtaining finance. 
The FDC claimed that 80% of applications for support by entrepreneurs processed are 
successful.    They have noted an increase in applications for funds over the years. 
The value of loans awarded is dependent on budgets allocated by the Free State government for 
each financial year. However, there are situations wherein additional funds are allocated for the 
support of a higher number of entrepreneurs.  
The FDC has a standard repayment plan for entrepreneurs, subject to the support package 
applied for, and interest is charged on loans at the prime rate plus 1. 
 On the percentage of successful applications processed since the program started in September 
2013 the DETEA official said, “Over 200 applications have been put in but only 50 applications 
have been approved”. Feedback is provided by the review committee set up to process 
applications. There is no stipulated amount of time within which feedback on applications 
processed are given.  
Applications for funding can take up to two weeks to process.  This includes the time taken for 
each application to be tabled before the approvals committee. 
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On business support services, the FDC uses an in-house support system, which includes 
aftercare service, training and market penetrations are conducted in the form of exhibitions for 
their clients. According to the official interviewed:  
“We partner with departments that are linked to the success of entrepreneurs. 
We also help people that have business ideas but cannot draw up their 
business plans. We involve SEDA to create a forum to address such 
problems”. 
The DETEA do not offer support such as mentoring, skills and development for 
successful applicants. 
On the marketing of products to the entrepreneurs that are far from the urban area, DETEA uses 
the media (radio and newspapers), outreach programmes. The most common means of marketing 
is through the word of mouth. Entrepreneurs that have received assistance also help spread the 
message. The FDC market their offering by frequently hosting road shows at different places. 
The media (Newspapers) have partnered SEDA and the DTI have partnered with the media (e.g. 
news publications) in order run campaigns to communicate with entrepreneurs with regard to the 
assistance offered. 
In respect of loans, the FDC offer these types of loans for entrepreneurs: 
i. Bridging Finance: Bridging finance is used to assist SMMEs with short-term 
cash requirements towards service tenders or delivery of goods and services. The 
maximum amount applied for should not exceed 50% of the project cost and the 
repayment period is aligned to the duration of the contract awarded.  
ii. Initiator Loans: Initiator loans are applied for by those entrepreneurs intending 
to upgrade their businesses and graduate from the informal to the formal sector. 
The minimum loan amount offered is R20 000 and may exceed one million Rand 
(ZAR).  
iii. Equity Investment Loans: The purpose of an equity investment loan is to assist 
small and medium enterprises whose viability can be enhanced by increasing 
their equity and lowering their debts. These loans may also be used in cases 
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where in an enterprise can be viable regardless of the size of its debt, yet lacks the 
collateral to qualify for a bank loan. The investment loan serves as the 
enterprise’s own security.  
iv. Micro Loans: A micro loan is a short-term loan that is granted to small and 
medium enterprises. The minimum amount offered for this kind of loan is R5000 
(ZAR) and may not exceed R20 000 (ZAR). The repayment period is within a 
period of 36 months.  
v. Start-up Capital Loans: This loan type is used to assist entrepreneurs wishing to 
start their own small and medium enterprises. Start-up capital loans assist small 
and medium enterprises that have a business plan, but with little or no capital to 
start their businesses. 
SECTION II 
4.4. Entrepreneurs 
The researcher approached the Local Economic Development department of the Matjhabeng 
Municipality to obtain a list of entrepreneurs within the Municipality. Using the Local Economic 
Development (LED) database of entrepreneurs within the Municipality, 40 entrepreneurs were 
selected randomly and were then contacted both telephonically and in person to participate in the 
survey. 
4.4.1. Demographic Profile of the Sample 
The demographic profile of the sample selected is included below (see table 4.1). 
Item Category Frequency (n) Percentage (%) 
Gender Male 
Female 
11 
6 
64.7 
35.3 
Age 30 and younger 
31-40 
1 
5 
5.9 
29.4 
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41-50 
51-60 
Older than 60 
9 
1 
1 
52.9 
5.9 
5.9 
Educational level Grade 8-11 
Grade 12 
Certificate 
Diploma 
Degree 
Post Degree 
1 
3 
7 
2 
3 
1 
5.9 
17.6 
41.2 
11.8 
17.6 
5.9 
Position held Chairman 
Owner 
Partner 
Manager 
2 
9 
1 
5 
11.8 
52.9 
5.9 
29.4 
Location Welkom 
Motsethabong 
Kutlwanong 
Allanridge 
Virginia 
10 
4 
1 
1 
1 
58.8 
23.5 
5.9 
5.9 
5.9 
Table 4.1 Showing the demographic profile of the respondents 
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In table 4.1, 64.7% of respondents selected for survey were male, while 35.3% of the 
respondents were female.  
The majority of the respondents approached were between the ages of 41 and 50, comprising 
52.9% of the total respondents. 
41.2% of respondents had obtained a certificate as their highest qualification.  
The majority (52.9%) of the respondents interviewed reported to be the owners of their 
businesses, while 29.4% reported being managers. 
5.9% of respondents were partners or co-owners.  
58.8% of businesses were situated in Welkom, with the area representing the highest 
concentration of SMEs interviewed. 5.9% of the businesses surveyed were situated in 
Kutlwannong, Allanridge and Virginia respectively.  
4.4.2. Response Rate to Funding as a Criterion 
The total of 40 respondents was selected randomly from the list supplied by the LED of the 
Municipality.  
17 respondents reported having received some form of developmental funding either from 
government organizations or from the private sectors. 
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Fig 4.1 Respondents’ Funding Statuses 
42.5% of the total number of businesses contacted had received a form of developmental 
financial assistance.   
15% of the businesses were no longer in existence, and the reasons cited therefore included:  
 being unable to obtain any form of financial assistance towards the sustenance of their 
businesses; having been defrauded in one way or the other;  
 having had their businesses dissolved following the obtaining of funding  
 when employees left to open the same type of business using their business plans to 
apply for the same type of financial assistance;  
  being affiliated to mines and having to close down when the mines began closing down 
with the demand for their goods lowering or disappearing altogether.  
37.5% of the businesses approached had been applying for a form of financial assistance, but 
had yet to receive any to. They cited that applications had been made to cover the following 
types of activities:  
42.5%
15%
37.5%
5%
Existing Businessess with funding
Not in Existence anymore
No type of Funding received yet
Red taped
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 expand their businesses;  
 purchase more equipment;  
 hire more employees; or  
 open a second branch.  
5% of the businesses approached were red taped; this means that business that is taking so long 
for proper documentation, inspection, closed down because of an on-going investigation.  
4.4.3. How Respondents Obtained Information about Financial Assistance 
The respondents that were offered a form of financial assistance were asked how they heard 
about the means through which they obtained financial assistance. Table 4.2 reflects the research 
results of this aspect of the study. 
Methods Percentage (%) 
Word of Mouth 35.3 
Media (newspapers,radio,fliers,television) 35.3 
Internet - 
Conference 23.5 
Others 5.9 
Total 100 
Table 4.2 Communication channels where institutions attracted respondents 
From the table above, it is evident that word of mouth is as powerful as the media as a means of 
advertisement of financial assistance offerings to entrepreneurs.23.5% of respondents reported 
having gained their awareness from conferences organized by developmental bodies, where they 
are told all things they needed to know as regards to financing of entrepreneurs. 
Some of the respondents that reported not having received any form of funding asked the 
researcher where they could obtain developmental funding for their businesses. This indicates 
55 | P a g e  
 
that there is room for improvement on the part of funding organisations regarding the 
communication of offerings to the designated market. 
4.4.4. Business Profile of the Enterprises  
4.4.4.1. Legal Form of Respondents’ Business and Entrepreneurial Sectors 
The chart below reflects the status of the respondents’ businesses. 35% of respondents were sole 
proprietorships.23% were cooperative-owned types of business. 18% were partnerships and 12% 
were a close corporation or private company limited (Pty Ltd). The manufacturing sector 
comprised the largest sector of the respondents at 43.1% and agriculture represented the lowest 
portion of SMEs with 5.9%. 
 
Fig 4.2 Legal forms of businesses 
23%
35%
18%
12%
12%
Legal forms of Business
Cooperatives
Sole Proprietorship
Partnership
Closed Corporation
Pty
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Fig 4.3 Sector of respondents businesses. 
4.4.4.2. Current State of Business 
Respondents were asked to provide a self-evaluation of the profitability of their businesses 
within the brackets of: highly profitable; profitable; break-even; making a loss but will 
eventually turn out into a profitable business; making a loss- No hope; Start-up- too early to say. 
Results as presented in Table 4.3. 
Status of business Frequency (number) Percentage (%) 
Highly Profitable 0 0 
Profitable 1 6.0 
Break-even 10 58.8 
Making a loss but will 
eventually turn into a 
profitable business 
3 17.6 
47.1%
23%
5.9%
11.8% 11.8%
0
5
10
15
20
25
30
35
40
45
50
Manufacturing Retail/
Wholesale
Agriculture Construction Processing
Nature of business
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Making a loss- no hope 3 17.6 
Start- up – too early to say 0 0 
Total 17 100 
Table 4.3 Profitability of respondents 
From table 4.3, it is evident that 58.8% of respondents are currently breaking even i.e not 
making a loss and not making profit. Only 6% of respondents reported operating a profitable 
business; 17.6% reported making a loss but will eventually turn to profit and 17.6% reported 
currently experiencing a loss without any hope of success.  
4.4.5. The Impact of Development Financial Funding and Non-financial  Support. 
This section analyses the focus areas of financial business support and non-financial business 
support. These two are important for any type of small and medium enterprises to be able to 
function properly.  
4.4.5.1. Types of Financial Assistance received 
Seventeen (17) respondents who got financial assistance were asked what kind of financial 
assistance they received from their funders. 
Financial assistance Percentage 
Bridging Finance 15.7 
Start up 47.4 
Equity investments 26.3 
Micro loans 5.3 
Initiate - 
Others 5.3 
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Total 100 
Table 4.4 Loan funding granted by type of funding instruments. 
From table 4.4, 47.4% of respondents applied for loans to start their business. 26.3% of 
respondents requested equity investments. 15.7% of respondents requested bridging loans from 
funding organisations. 5.3% of respondents requested other types of loans and micro loans. None 
of the respondents applied for an initiator loan. The table above shows that most of the 
respondents needed loans for starting their businesses. 
 
Fig 4.4 Financial assistance utilisation by respondents. 
Figure 4.4 reflects what respondents used the financial assistance received for. 45% of 
respondents used funds received to procure equipment.29% used the funds received for the 
purchase of stock.13% of respondents indicated they used financial assistance received for the 
payment of salaries. 5% of respondents reported spending funds received on buildings (rented). 
5% reported spending loans received on other infrastructure.3% of respondents reported 
spending their loans on administrative expenses. It is important to note that some of the 
respondents utilised their loan for more than one category.  
45%
5%5%
13%
29%
3%
Financial assistance Utilization
Equipment
Buildings
Other infastructures
Salaries
Buy stock
Administrative expenses
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Using the information above, it is reasonable to conclude that financial assistance received by 
respondents was used primarily  to procure equipment and secondarily for purchasing stock.  
 
 
Types of 
Financial 
assistance 
received 
Utilisation of Loans (% respondents) 
 
Equipment Buildings 
Other 
infrastructure 
Salaries 
Stock 
Purchase 
Administrative 
expenses 
Bridging 
Finance 
11.10 33.30 
 
20.00 23.10 
 
Start-up 50.00 
 
100.00 60.00 38.40 100.00 
Equity 
Investment 
27.70 67.70 
 
20.00 23.10 
 
Micro 5.60 
   
7.70 
 
Others 5.60 
   
7.70 
 
Total 100 100 100 100 100 100 
 
Table 4.5 reflects the relationship between different types of assistance received by respondents 
as compared to how the finance was used.  
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Some start-ups used up to 100% of the finance received to buy infrastructure other than 
equipment and buildings because according to the respondents with startup businesses, they use 
their house of residence to start their enterprise.   
 Other  start-ups businesses used 100% of the funds received on administrative expenses.  
 Respondents who received equity investments used up to 66.7% in either renting or 
buying a building for their businesses. 
 27.7% used the financial assistance received in procuring equipment. 
 20% of respondents used funds received for paying salaries and 23.1% for buying stock 
for their businesses. 
4.4.6. The Perception of Impact of Financial Support 
This section provides an overview of the self assessment of  impact of financial support on the 
SMEs interviewed.  
The respondents were asked to rate their businesses using a twelve point criteria applied to the 
period before receiving finance (retrospectively) and after (since) receiving finance. Table 4.6 
shows the pre-finance and post-Finance  calculated by finding the average of the respondents 
ratings. 
Criteria Pre-finance Post-finance Difference 
Employee numbers in 
the business 
4.76 5.65 0.89 
Technical ability of 
Employees 
4.53 5.17 0.64 
Size of business 
premises 
5.35 5.71 0.36 
Your monthly profit 4.56 4.41 -0.15 
The appropriateness 4.88 5.60 0.72 
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of business plan 
Adequate equipment 4.06 5.71 1.65 
Range of goods and 
services 
3.56 5.29 1.73 
The quality of 
bookkeeping 
3.60 6.06 2.46 
Skills of doing cost 
accounting 
4.12 4.88 0.76 
General management 4.53 5.88 1.35 
Access to local 
markets (Free State) 
4.65 4.59 -0.06 
Access to national 
markets (SA). 
2.70 2.06 -0.64 
Average 4.27 5.08 0.81 
 Table 4.6: AnAssessment of Respondents’ rating Pre-finance and Post-finance and the 
Difference between them 
The researcher deems the following noteworthy based on the table above.  
Firstly, not all the indicators reflected an improvement despite access to funding assistance . 
Secondly, the biggest improvements experienced by entrepreneurs following the receiving of 
financial assistance, were: in the range of goods their SMEs were able to offer their clientele;  
equipment; bookkeeping; and general management.  
Thirdly, a decrease in access to both local and national markets post-finance was reported. There 
is an urgent need for development funders to come into a consensus in assisting to open new 
markets for entrepreneurs in the Municipality.  
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4.4.7. The Impact of Post-Financial Support 
 
 
Fig. 4.5 Percentage of Entrepreneurs that received Post-financial Support 
Fig. 4.5 reflects that 59% of the entrepreneur that received financial support also received some 
form of post-financial business support thereafter.  
The support received was provided by a range of organisations including SEDA and COSMEC. 
The 59% of SMEs that reported having received post-financial business support were asked to 
rate the form of support received. Figure 4.6 below reflects the results thereof. 
59%
41%
Respondents that received Post finance support
Yes
No
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Fig.4.6   Ratings of Post-Financial Support Received. 
The above results reflect the reported quality of the non-financial support received.  
From the support received, only 40% of respondents rated the type of support given as excellent 
(see Fig 4.6 above) while 20% rated the type of non-financial support given as poor. 
Some respondents who rated the type of post funding support given as average and poor 
complained that after they have been given financial assistance, they rarely saw their business 
consultants coming around to check on how the business is doing and take reports.  
4.4.8. Hypothesis Testing 
The hypothesis raised at the beginning of the study “Development finance helps in the growth of 
small and medium enterprises” is accepted. 
Conclusion to the hypothesis is drawn from Table 4.6 where there was an increase noted in 
adequate equipment, size of business premises, number of employees and range of goods and 
services on offer. It is important to note that not all criteria indicated a positive impact, and the 
growth was not high. 
40%
20%
20%
20%
Rate of support given
Excellent
Good
Average
Poor
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It is important to note that there were decreases reflected in the access to both local and national 
markets by the entrepreneurs who had received financial, and post-financial support. 
Lower monthly profit could be impacted by the interest portion of the loan repayment. 
It should also be noted that some of the reasons given as to why there was a decrease market 
access were:  
 stiff competition between entrepreneurs who are also involved in the production of the 
same types of goods and services; 
 closing down of mines and 
 inflation.  
Having access only to finance is not enough to open new markets for entrepreneurs. 
4.5. Conclusion 
This chapter has served to document the understanding gained of the funding support available 
to SME’s in the Matjhabeng Municipality and the requirements of funding organisations for 
successful applications for various forms of financial assistance by SME’s. 
Requirements included: years of experience; necessary skills; and clean credit record.  
The chapter further discussed the length of time it takes for funding applications to be processed 
and the processes involved in obtaining financial assistance.  
The practices of due diligence performed on entrepreneurs before offering financial assistance 
were noted. Forms of due diligence undertaken included:  site visits; information verification and 
credibility.  
The types of post financial support that are available were further discussed, such as the aftercare 
services of the FDC and site visits of both the FDC and DETEA. 
Section II of the chapter analyses the funding experiences of the entrepreneurs surveyed from 
their perspectives.  
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Whilst some entrepreneurs reported having received some form of developmental finance, some 
entrepreneurs reported that they are yet to receive any type of funding. 
Some entrepreneurs reported they were forced to close their businesses because of no access to 
developmental funds and others due to little or no demand for their goods and services.  
In the self assessment of the impact of finance received by respondents (table 4.6).  It was 
observed that there was an improvement in access to equipment, number of employees, range of 
goods and services, technical skills of employees and a significant improvement in the quality of 
book keeping, general management and appropriateness of business plan.  
Access to markets was cited as the biggest challenge of respondents. 
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CHAPTER FIVE 
CONCLUSION 
a. Introduction 
The objective of this chapter is to provide summaries of the context of the research, the research 
problem, the research question, research aims and objectives, findings, and recommendations. 
b. Overview of the Study 
The aims and objectives of this research are to examine the impact of financial and non-financial 
support on small and medium enterprises in the Matjhabeng Municipality, Free State.  
The study entails a review of the South Africa frameworks and policies affecting SMEs, and a 
review of the development funders and support agencies operating in the Free State, and in 
particular the Matjhabeng Municipality. 
The study also assessed whether the enterprises who have had access to support are thriving and 
sustainable.  
In the literature reviewed, the researcher addressed the categorisation of SMEs, and the 
definitions of the types of SME enterprises operational in South Africa. The different policies 
affecting SMEs in South Africa were discussed and four key policies and policy papers were 
highlighted, as well as their goals and implementation process were also identified.  
The status of South African SMEs in comparison to other SMEs in the world.  The role of 
development finance in SMEs, the roles of SMEs in economic development were also discussed. 
The socio-economic context of SMEs and the need for intervention was also provided. 
Chapter Three deals with research methodology, and includes: assumptions, delimitations,  
Research instruments (semi structured interviews and the use of questionnaire were discussed. 
Two interviews were scheduled with FDC and DETEA. The questionnaires were administered to 
40 entrepreneurs operating within the manufacturing, retail and wholesale, agriculture, 
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construction and processing sectors of the economy. Out of 40 respondents interviewed, only 17 
met the criteria (financial assistance) for inclusion in the results retrieved and analysed. 
In Chapter Four, thematic analysis, descriptive statistics, content and qualitative analysis were 
detailed to interpret the data collected. 
The research included a perception rating by the entrepreneurs with regard to the impact of 
financial assistance and non-financial support before and after funding.  This evaluation 
reflected that financial assistance has led to more entrepreneurs having more access to 
equipment, an increase in the number of employees, an increased range of goods and non-
financial support has increased the book keeping, cost accounting and general management skills 
of entrepreneurs.  
The study discovered that entrepreneurs that have access to financial assistance or non-financial 
support also need support for increasing their access to markets.  
Development financial assistance, non-financial support and access to markets all work hand-in-
hand to boost enterprise development in the Municipality. 
c. Key Findings of the Study 
The key findings as to the research question of this study are analysed below: 
5.2.1Analysis of insights gained with regard to the objectives of the study 
The requirements needed in order to gain access to financial assistance by entrepreneurs as 
funders already know how to get their security before funds are granted and in some cases, 
development grants have much more relaxed requirements for the admission of applications for 
processing. The most important requirement is a viable business plan. 
According to both the FDC and DETEA, due diligence is performed on aspiring entrepreneurs or 
on already established entrepreneurs -such as credibility, site visits, verification of information- 
constitutes necessary precautions that funding organizations undertake.  
The FDC has an innovative approach to funding, which includes financial, non-financial and 
post financial support. However some of the respondents surveyed complained that when 
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financial assistance is offered, entrepreneurs are referred to source for support outside of the 
organisation providing financial assistance. Other respondents reported not having any form of 
innovative approach attached to the financial assistance rendered (respondents that took financial 
assistance from the private sectors). 
Despite the reporting documents put into place by funding organisations, most of the 
respondents surveyed, complained about not being engaged with by business consultants after 
funding. 
Both developmental financial assistance and non-financial support have positive impacts on the 
SME sector of the economy of the municipality. 
 Entrepreneurs that had not received any form of financial assistance but which had been 
applying reported not being satisfied with the reasons their applications have not been processed 
and with the fact that most of the business consultants of funding agencies (most especially 
government organisations) always tell them that the approval committee has not yet decided 
whether to approve or deny their applications. Organisations through which said applications 
were made included DETEA and the Department of Agriculture.  
The profitability of businesses that had received some form of developmental financial 
assistance was reported not to be at the best currently. This may be due to a number of factors 
including and the increase in the inflation rate, reduced access to markets and the quality of non-
financial support services. 
The entrepreneurs surveyed reported not performing optimally in accessing both local and 
national markets. There is an urgent need for funding organisations and non-financial supporting 
agencies to assist entrepreneurs in accessing markets.  
The research conducted reflected that the most effective ways in which entrepreneurs gained 
awareness of funding support available were word of mouth and the media. Development 
funders should furthermore explore these options in order to be able to reach more 
entrepreneurs. 
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5.2.2 Success and sustainability of business that has been supported 
Most of the respondents surveyed in this study are currently neither making a gain nor a loss and 
some are making a loss but are optimistic that there will be a turn around. Others are making loss 
without hope of making their enterprise a profitable one. Most of these businesses are struggling.  
Access to markets can increase the success rate of business enterprises.  
With regard to business sustainability, growth is “three-legged” and involves using sustainable 
development and sustainable distribution to affect the environment, business growth and the 
society. According to Bartlett AA (2012), Sustainable development is development that does not 
compromise the ability of future generations to meet their own needs.  Most entrepreneurs are 
more concerned about making profit, having little knowledge of how their business affects the 
environment and business growth and the society at large. In other words, most of the enterprises 
surveyed are not sustainable. 
5.2.3  The Impact of Financial Support on SMEs in the Municipality 
Assessing the impact of financial assistance to entrepreneurs in small and medium enterprises 
was part of the aim of this study. Without doubt, financial assistance to entrepreneurs yielded 
improvements after respondents received financial assistance. The range of goods offered was 
improved and more jobs were created, entrepreneurs were able to obtain better business premises 
either by renting or buying and entrepreneurs had access to better equipment.  
Thus, it is safe to say that financial support for SMEs has had a positive impact on the economic 
sector of the municipality. However it should be remembered that is not only finances that are 
responsible for the increase in post finance but non-financial support works hand-in-hand with 
financial support. 
5.2.4 Hypothesis tested 
“Developmental finance assists in the growth of small and medium enterprises in the 
Matjhabeng municipality?” 
The hypothesis tested was accepted as it became clear during the study that development finance 
enabled entrepreneurs to have access to better equipment, bigger sizes of business premises and 
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increased the range of goods produced. However, we should remember the fact that development 
finance is not the only factor that contributes to the growth of the SME sector of the municipality 
and that the non-financial support received such as assistance in developing bookkeeping and 
cost accounting skills, and the technical skills of employees and general management also 
contributes to the growth of the SME sector. 
For the SMEs sector to continue to grow, there must be a balance between demand and supply. 
From the study, the range of goods increased (supply), however the little or no access to markets 
reported (demand) represents one of the most important problems faced by entrepreneurs 
currently in the Municipality 
d. Recommendations 
The aim of putting forward recommendations for this study is for policy formulations to be 
adapted to improve the impact of financial and non-financial support services for entrepreneurs 
across the municipality. Based on the study, the following recommendations are made: 
1. There is a need for the Municipal government to promote development of small 
and medium enterprises in Matjhabeng by linking them to new markets, most 
especially with the impact being felt when mines close down. 
2. There is a need for funding agencies to improve their service delivery to 
entrepreneurs by making sure they receive all the support possible in making their 
enterprises a success – rather than limiting support to that concerned with the 
distribution of funds without ascertaining the struggles enterprises face. 
3. There is a need for effective monitoring and evaluation systems to be put in place 
by development funders and non-financial support agencies so as to ensure the 
quality of service delivery received by the SMEs. 
4. More entrepreneurial skills development should be provided by agencies such as 
SEDA, COSMEC, LED and DTI by organising workshops to educate people and 
expose them to business opportunities that are viable and sustainable. 
5. Development funders should sponsor regular exhibitions, shows and community 
activities by bringing together entrepreneurs both locally and nationally and by 
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exposing them to markets, sponsors and partners. The development funders 
should act as linkages between SMEs. 
6. Development funders and non-financial agencies should consider encouraging 
businesses that are far from urban areas of the municipality by taking time to go 
to those communities and organise scheduled meetings with them to inform about 
goods and services that are deficient in their locality and enlighten them on how 
to go about this. 
7. Currently, the Municipality is planning an exhibition for SMEs in the 
municipality towards the creating of new markets locally. These types of 
exhibitions should be done regularly both locally and nationally in order to 
educate entrepreneurs in matters relating to the finding of new markets for their 
products. Entrepreneurs that produce processing products for other entrepreneurs 
could be linked together. This is an approach that financial organisations could 
consider  in their SME support programmes. 
 
8. Business incubators are the current trend of helping small businesses to be highly 
successful and sustainable. The municipality should seek out methods through 
which branches of business incubators may be brought to the Municipality, as 
there is not even one business incubator in the Municipality. 
9. Entrepreneurs should also be concerned about learning more from what is 
happening in his or her line of business outside of the information given by 
development agencies, They should be able to research on how successful 
entrepreneurs in his or her own line of business have been successful - even those 
outside of the country. The world is now a global village and research can be 
undertaken online with regard to the challenges and victories of other 
entrepreneurs in similar fields of business. 
10. Due to the rise in inflation rates, the municipality should look into providing 
subsidies for entrepreneurs - most especially the start-ups, so as to be able to 
encourage as many as possible to go into starting their own businesses. 
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11. Development funders and non-financial support groups should be willing to 
support all types of business and races of entrepreneurs without any form of 
discrimination on the basis thereof. 
12. Development funders should maintain commitment to their time frames for 
applications to be processed and assign the processing thereof to specific 
consultants that will manage them within the time allocated for which they will 
be using their services, rather than referring them to different consultant each 
time enquiries in regard to applications made, except in cases beyond human 
control. 
e. Conclusion 
The findings and recommendations of this study have demonstrated the importance of 
development finance and other factors such as non-financial support, in light of that markets are 
all what contribute to the growth of the SME sector of the Municipality. This has reflected how 
the efficiency of provision for all of these factors can impact the economic sector of the 
Municipality more effectively. The Municipality has experienced little increase in job creation 
overall, leading to economic growth.  
 
This supports the work of Wennekers and Thurik (1999) who claim that entrepreneurship is an 
agent of economic growth. 
The study conducted has shown the impact of financial assistance and non-financial assistance 
and, how entrepreneurs rate the value of support given. An important finding is also the mode 
through which respondents are funded and became aware thereof included both word of mouth 
and the media. These two outlets should be used to effectively inform with regard to how 
development funders are open to supporting the businesses of aspiring entrepreneurs and 
entrepreneurs seeking ways in which to enlarge their business. Such dissemination of 
information needs to be encouraged by providing enough support when necessary so that more 
enterprises will not be limited at the micro or small level owing to lack of funds. Hiring of 
employees creates more jobs, which in turn reduces the unemployment rate in the Municipality. 
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In conclusion, in order to attract more entrepreneurs, there is a need for the Municipality to 
attract start-up businesses by making sure they have access to the finance needed, access to 
quality support services and access to markets and subsidies.  So also should the Municipality 
educate entrepreneurs about businesses that thrive best within the Free State, this will enable 
entrepreneurs from Matjhabeng Municipality to foster increase in economic growth of the 
Municipality. 
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Department of Development Studies, 
Nelson Mandela Metropolitan University, 
South Campus, 
P.O. Box 71600 
Port Elizabeth. 
6th August, 2014. 
Dear Sir/ Ma, 
   RESEARCH QUESTIONNAIRE 
I am currently carrying out a research on Development finance in Small and Medium Enterprises 
in Matjhabeng Municipality. I would appreciate your sincere response to the questions listed in 
the questionnaire. 
To ensure accuracy and easy completion, the questions are straight forward. Both close and open 
ended questions are used.  Your response to these questions is an indication of your positive 
contribution to the economic development of Matjhabeng.  All information supplied will be 
treated with high respect to protect your confidentiality. 
Thank you for your cooperation and God bless. 
 
‘NifesimiBabalola. 
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STRUCTURED INTERVIEW QUESTIONS 
1. Can you please name the requirements you request before funding Entrepreneurs? 
2. What type of Business Ownership do you predominantly give financial assistance to? 
3. What are the different types of offerings  you have? And how do you market them? 
4. What percentages of applications fail and what are the most common reasons why ? 
5. What is the average time your organization uses in processing applications? 
6. Are there repayment plans?  If yes, Please explain furthermore on the types 
7. Do you find more or less applicants than requested? 
8. Does yourOrganisation perform Due diligence on applicants? To what extent? 
9. What are the reporting documents put in place to monitor the use of funds? 
10. What is the uptake on the company’s support services?  
11. Please list the support systems your company uses 
12. Any  suggestions or comments? 
 
THANK YOU 
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 Nelson Mandela Metropolitan University  (port 
Elisabeth) 
Questionnaire: Development Finance in 
SME Of the Matjhabeng Municipality. 
a. Gender ……………….. 
 
b. Age …………………….. 
 
c.  Highest Educational level 
……………………………………………
…………………………… 
d. Position Held? 
……………………………………………
….. 
e. Location of 
Business…………………………………
………………………. 
f. Year in which Enterprise was 
established?................................................
........ 
g. Which Sector or 
industry?........................... 
h. Where you able to get a financial loan for 
thebusiness?...............................................
....... 
 
i. which establishment did you get the  Loan 
from? 
……………………………………………
……………… 
j. which organization was involved in post 
Legal Status of Business? 
……………………………………
………………………………. 
 What is the current state of 
Business?  
Highly 
Profitable 
 
Profitable  
Break even  
Making a loss 
but will 
eventually turn 
into a 
profitable 
business 
 
Making a 
Loss- No hope 
 
Start up- too 
early to say 
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finance support?.................................. 
k. How will you rate the type of support 
given?.........................................................
..... 
Excellent  
Good   
Average  
Poor  
Very 
poor 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
l. Type of financial assistance received? 
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Bridging 
Finance 
1 Micro 4 
Start up 2 Initiate 5 
Equity 
investments 
3 others 6 
o. Rate the status of your enterprise, according to your perception, before receiving finance from 
the Organisation? (10 represents the ideal and 1 represents very low) 
Categorise 1 2 3 4 5 6 7 8 9 10 n.a 
1. Employee numbers in 
your business  
 
           
2. Technical ability of 
employees  
 
           
3. Size of business 
premises  
 
           
4. Your monthly profit  
 
           
5. The appropriateness of 
your business plan  
           
6.Adequate equipment  
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p. How many employees did you have before the business was financed? ………………………. 
q. Rate the status of your enterprise, according to your perception, at the moment? (10 
represents the ideal and 1 represents very low) 
Categorise 1 2 3 4 5 6 7 8 9 10 n.a 
7. Range of goods and 
services  
 
           
8. The quality of the 
bookkeeping systems  
 
           
9. The skills to do cost 
accounting  
 
           
10. General management 
skills  
 
           
11.In accessing local 
markets (Free State-based)  
 
           
12.In accessing national 
markets (SA)  
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1. Employee numbers in 
your business  
 
           
2. Technical ability of 
employees  
 
           
3. Size of business 
premises  
 
           
4. Your monthly profit  
 
           
5. The appropriateness of 
your business plan  
           
6.Adequate equipment  
 
           
7. Range of goods and 
services  
 
           
8. The quality of the 
bookkeeping systems  
 
           
9. The skills to do cost 
accounting  
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10. General management 
skills  
 
           
11.In accessing local 
markets (Free State-based)  
 
           
12.In accessing national 
markets (SA)  
 
           
 
r. indicate your current level of employees ……………………………… 
s. how did you hear about the organisation that financed your business? 
Word of Mouth 1 
Media ( newspapers, radio, fliers, television) 2 
Internet 3 
Conference 4 
others 5 
 
t. What was the Loan used for? 
Item What the loan was used for               % 
Equipment   
Buildings   
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Other infastructures   
Salaries   
Buy Stock   
Administrative expenses   
Owner’s personal use   
Others:   indicate   
 
w.  Have you ever defaulted in Pay back of your business Loan? 
………………………………….. 
x. For how long?................................................................ 
y. What is your current biggest financial need? 
……………………………………………………………. 
z. What kind of support were you given after been financed by the organization? 
……………………………………………………………………………………………………
………………………. 
……………………………………………………………………………………………………
………………………. 
 
 
THANK YOU. 
 
 
